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of trust and similar instruments, and 
security agreements provided there are 
no provisions that are in conflict or 
otherwise inconsistent with the provi-
sions of § 1980.309(b)(2)(v). The Lender is 
responsible for determining that the 
security instruments are adequate and 
are properly maintained of record. 

(b) Interest assistance instruments. 
When the loan guarantee is authorized 
from interest assisted funds, RHS will 
provide the Lender with the necessary 
forms and security instruments related 
to the interest assistance. The Lender 
will complete the Master Interest As-
sistance Agreement, assure that the 
closing agent properly records a junior 
mortgage or deed of trust which grants 
RHS a lien on the property in order to 
protect RHS’s equity share subject 
only to the first mortgage or deed of 
trust to the Lender or other authorized 
prior lien, and forward the agreements 
and recorded instruments to RHS. 

§ 1980.334 Appraisal of property serv-
ing as collateral. 

An appraisal of all property serving 
as security for the proposed loan will 
be completed and submitted to RHS for 
review with the request for loan guar-
antee. The Lender may pass the cost of 
the appraisal on to the borrower. The 
appraisal must have been completed 
within 6 months of the date the request 
for a conditional commitment is sub-
mitted to RHS. 

(a) Qualified appraiser. The Lender 
will use an appraiser that is properly 
licensed or certified, as appropriate, to 
make residential real estate appraisals 
in accordance with the criteria set 
forth by the Appraiser Qualification 
Board (AQB) of the Appraisal Founda-
tion regardless of the amount of the 
loan. Appraisers may not discriminate 
against any person in making or per-
forming appraisal services because of 
race, color, familial status, religion, 
sex, age, disability, or national origin. 

(b) Appraisal report. Residential ap-
praisals will be completed using the 
sales comparison (market) and cost ap-
proach to market value. 

(1) URAR. The appraiser will use the 
most recent revision of the URAR. 

(i) The ‘‘Estimated Reproduction 
Cost-New of Improvements’’ section of 

the form must be completed when the 
dwelling is less than 1 year old. 

(ii) Not less than three comparable 
sales, which are not more than 12 
months old, will be used unless the ap-
praiser provides documentation that 
such comparables are not available in 
the area. Comparable sales should be 
located as close as possible to the sub-
ject dwelling. When the need arises to 
use a comparable sale that is a consid-
erable distance from the subject, the 
appraiser must use his or her knowl-
edge of the area and apply good judg-
ment in selecting comparable sales 
that are the best indicators of value for 
the subject property. 

(2) Supporting documentation. A nar-
rative explanation supporting unusual 
adjustments must be attached to the 
appraisal. 

(3) Photographs. The appraisal report 
must include photographs which clear-
ly provide front, rear, and street scene 
views of the subject property, and a 
front view for each comparable sale 
used in the completion of the appraisal. 

(c) RHS acceptance. The Lender will 
be required to correct or complete any 
appraisal returned by RHS for correc-
tive action. 

§§ 1980.335–1980.339 [Reserved] 

§ 1980.340 Acquisition, construction, 
and development. 

(a) Acquisition of property. The Lender 
is responsible for seeing that the prop-
erty to be acquired with loan funds is 
acquired as planned and that the re-
quired security interest is obtained. 

(b) New construction. A new dwelling 
financed with a guaranteed loan must: 

(1) Have been built in accordance 
with building plans and specifications 
that contain approved building code 
certifications (eligible certifiers are 
listed in § 1924.5(f)(1)(iii)). 

(2) Conform to RHS thermal stand-
ards (exhibit D of subpart A of part 
1924). 

(i) The builder may certify conform-
ance with RHS thermal standards con-
tained in paragraph IV A of exhibit D 
of subpart A of part 1924. 

(ii) A qualified, registered architect 
or a qualified, registered engineer must 
certify conformance with RHS thermal 
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standards contained in paragraph IV C 
of exhibit D of subpart A of part 1924. 

(c) Development. The Lender and bor-
rower are responsible for seeing that 
the loan purposes are accomplished and 
loan funds are properly utilized. This 
includes, but is not limited to, seeing 
that: 

(1) The applicable development 
standards are adhered to; 

(2) Drawings and specifications are 
certified and complied with; 

(3) Adequate water, electric, heating, 
waste disposal, and other necessary 
utilities and facilities are obtained; 

(4) Equal opportunity and non-
discrimination requirements are met, 
(see § 1980.317); and 

(5) A builder’s warranty is issued 
when new construction, repair, or reha-
bilitation is involved, which provides 
for at least 1 year’s warranty from the 
date of completion or acceptance of the 
work. 

§ 1980.341 Inspections of construction 
and compliance reviews. 

(a) Qualified inspectors. Inspections 
will be made during construction by a 
construction inspector deemed quali-
fied and approved by the Lender. A 
qualified inspector is one that a rea-
sonable person would hire to perform 
an inspection of his/her own dwelling. 

(b) Inspections. Inspections shall be 
done by a party the Lender determines 
to be qualified, such as a HUD approved 
fee inspector. The sale agreement shall 
identify which party (i.e., purchaser or 
seller) is responsible to obtain and pay 
for required inspections and certifi-
cations. In connection with inspections 
involving construction contracts, equal 
opportunity and nondiscrimination 
compliance reviews must be made as 
required by § 1980.317. 

(1) For existing dwellings, inspec-
tions must be made to determine that 
the dwelling: 

(i) Meets the current requirements of 
HUD Handbooks 4150.1 and 4905.1 (avail-
able from the HUD Ordering Desk 1– 
800–767–7468). 

(ii) Meets the thermal standards per 
§ 1980.313(f). 

(2) For a newly constructed dwelling, 
when construction is planned, the 
Lender must see that the following in-
spections are made in addition to any 

additional inspections the Lender 
deems appropriate: 

(i) When footings and foundations are 
ready to be poured but prior to back- 
filling. 

(ii) When shell is closed in but 
plumbing, electrical, and mechanical 
work are still exposed. 

(iii) When construction is completed 
prior to occupancy. 

(iv) Inspections under paragraphs 
(b)(2) (i) and (ii) of this section are not 
required when the builder supplies an 
insured 10 year warranty plan accept-
able under the requirements of exhibit 
L of subpart A of part 1924. 

(c) Water and water/waste disposal. 
The Lender will see that the water and 
water/waste disposal systems have been 
approved by a state or local govern-
ment agency. 

§§ 1980.342–1980.344 [Reserved] 

§ 1980.345 Applicant eligibility require-
ments for a guaranteed loan. 

Applicants who meet the require-
ments of this section are eligible for a 
loan guaranteed under this subpart. 
Applicants desiring loan assistance as 
provided in this subpart must file loan 
applications with a Lender that meets 
the requirements set forth in § 1980.309. 
The Lender may accept applications 
filed through its agents, correspond-
ents, branches, or other institutions. 
The Lender must have at least one per-
sonal interview with the applicant to 
verify the information on the applica-
tion and to obtain a complete picture 
of the applicant’s financial situation. 

(a) Eligible income. The applicant’s ad-
justed annual income determined in ac-
cordance with § 1980.348 may not exceed 
the applicable income limit contained 
in exhibit C of FmHA Instruction 1980– 
D (available in any RHS office) at the 
time of issuance of the conditional 
commitment. Adjusted annual income 
is used to determine eligibility for the 
RHS loan guarantee. 

(b) Adequate and dependable income. 
The applicant (and coapplicant, if ap-
plicable) has adequate and dependably 
available income. The applicant’s his-
tory of income and the history of the 
typical annual income of others in the 
area with similar types of employment 
will be considered in determining 
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